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I. ARBLYSIS OF TEE SITUATIOE

Ic@lmd which mhiawél its @@mplst@ mdgp@md@ma@ only in l%@ f@ll@@c
im@ th@ dilsolutioa of th@ Uni@a wiﬁh Bmmx'k& p@ww@@@ ) @@mocm.tm mé
mpublic@m mgim gonerally oriented mr@l the US by poh’ﬁ;ic&l am@ @ultuml
sy@p&th_i@m B85 W@M a8 'by @c@memie and atm.tagio @on@id@r@timn@o @.@mstcm@di

to & a@mwmasal@ng g@ogmph{e&l 'w.d-*palﬁ.‘*iml ﬂéél@.ﬁi@n and %o & 'eompams

‘cﬁmly 1@*@ gtendard of liw&nga the din :taw_; I@@lm&ie R@gm’blie @mr’ge@g
from the mx‘ p@ri@d e fooal p@in?; of intem&tion&l interest m air strategy
and @nj@ymg a wave of unpm?@d@nt@d etonomio’ pro&pmf'ityo -Th@ imp@.ct ef’v . |

the m-@n&l ;i‘:s eftermath have éom@eqﬁémﬂy G!‘@&t@é @emm”t'r@a:-ﬁ@ﬁwé

straing mlat@& ahmﬂy to (1) the ad;jwsm@m of Icealmd“s mm. pm@p@mua

%hm;.gh i.nfl&t@d e@omomiy %o eltored p@@tmz' world mmditi@nw, (a) fsmigm

: hm@ issuss ariaing out of tha cauﬁtry“m new &tmt@gia positions aad (3) th@ o

rﬁmrg@mm @f em @nlea.rg,@d fmd &tmmgth@maé c@mmis’a a@m@t inten'?; c:?n BE=
pl@ﬁting pmsam% difficulti@s f’@s’* i‘&s mm exsds emd those of the *IFSSR.,

These px'@bmma @ic not p@@e an imﬁi&te thma.t ‘tg th@ mint@mmc@ @f‘

- Icoland’s ,d@ﬂf@cwatig and mpubli_.c&n imtitution@.o -B@x_zeesth the political

D

f?&gmmtatian? and excessive inﬁiﬁ&@im which gs&erally éhal,faoﬁsriz@
Eoelwdia ﬁcﬂiﬁﬁo@ > there mv & ba@ﬁ,o ﬁl@gié.me to the px’inoiples cf' deng=
er&ey whi@h are d@eply ?o@‘t@d in the e@untz*y“s smci@nt p&at and rhieh have
ba@za stmngtmmd through the leong struggle f@:" freedom .i‘z'om Dan:mh a"ul@o
The p?incipal mmc@m amus@d by the existence ef theae pmbl@ms ie %lmt

iroking pxj‘epear &olutiong» they may leed %o a d@t@rior&%mn of the ‘Ipma@m: .
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politicel olimate, whish is feverable to the US.

1. Eeommia Situationo Icelm& @@p@mds to-an ummwﬂ, d@gre@ upon im-

porte fer i'm mquimmmt@ in foodg mmat@ri@.l@,, amd mmuf&oﬁwe&o Ite
: @xgmrtea oonlist mlmcat @ntimly @f one mmmodity e ﬁ@ho Ag; e m@ult
I@@lmﬂ“m @@oncmy is @xtmmly mlﬁ@mbﬁe %o ﬂuotu&%iom in &n’t@ﬁmcmml
tr&é@g : IS B  \  |
- Durﬁ.ng ‘tha war e,nd for some time &i‘t@r,, Io&lw@ ben@fit@cs gma‘tly fzmvm ‘
the px'@aexnoa of Aui@d g@.x’risonﬁ and fx’om @xport@ of f’ish emd fz‘wh prcéuc‘tw

' at prioem ml&tﬁ.wly high@r th&n‘the pric% of its -»i.mportﬂd ‘X‘hﬂs @m‘bled ‘cha

- comtx'y to build up aomidera’ble mmrvm cf dallam and gRarling, which‘ i‘ﬁ haa

‘beosn exp@n&ing to raise it@ standmaﬁ of livingg and to impom subamntm

. ‘quﬁmtﬁtieg of cmpiml equlpmant whieh ware m’imrily usad ﬁo modermm th@

- fmhing indum‘try and a.gmeulﬁumo

Icglamd is now f&cmg adverse e@on«mﬁ.c d@%lopmnt& du@ primari 1y' m th@ |
high labor and pmducti@n o@sts of its fimhﬁ.ng inmmts“y in the face of the
imﬁ.mn‘h fall im %&w m‘icm of fisho » This &dv«arsa tmmd is mfleoteﬁ in the inm
crammg diffieul‘@bi@m m diﬁposing of i‘i@h a’c curzont prioa@ &8 other produc-

 ing cov.mtries }mw r@‘c@mt@md this fisld simm ﬁh@ war. The near axham’aion
of the for@igm. @xchemg@ reserves acoumulated &wing the mr will maks it

difficult to mmhion the ?e&dj\m%ﬁ@% Whioh mn be naoassaryo The rwumpc

o tion of norweal px'aw mrmtex in SOutharn Eus'op@ and Germmy emmot at pmsant

make available %o Ioeland @ith@r conv@rtibl@ euz'mmy oF smfficmnt qmn‘tﬁies
of requimd goodmo j . ’ - | E |
With -3 lmring of the px‘ic% of f’ﬁ.sh mlm:ive %o th@ prioee of goods

foslend has to import the Ic@lmdi@ @tmdm*d of uv.z,ug mn heve %o ba re-

0P gscasi'
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duced grom itv hig‘h.mrtim levelo "s'inee-the lerge imper’@e ’efc@i‘t&l 7'
- 'equipment dfﬁariné the legt few yoars have ‘i.nox'vee.eed ‘the-éffieien@‘y of the
Ioolandie fiehing imdﬁst’ry end -mgrim'mrea' it ‘BGens probable fh@.‘tg &1; |
themgh the fall in the stendard’ oﬂ' M.vﬁmg my be gree.t iv i@ l:i.kely t@

reaain abnve prmr lev‘elﬁe

20 Pom pi.gn B&semo B@e&ms@ @f ﬁh@ia‘ lmag molm,ﬁ.@n from ‘the min el‘@.mm&a ‘ |
-@i‘ imermtionel pelitical intercwrseg theix' int@me netionaligm, d@mlopecl ;
during the perie@ of D&nih rule, snd theirv aopeqment sugceptibility to
ekl ‘iﬁplicet&onm of inﬁ‘ﬂngeM@t on their ‘fmedemp Toclanders have feaeted -
mﬁ"ammbly to the new mle that atmtegie &12’ \ptm'er is fex'cmg og them
\‘Jgs & msult @ etmng but wholly um'eemstio aentimm; for & return to in‘bsra
mtioml pcliticel @bmurity persistssc |
| Hany politioml leaders undleubteﬂy rec@@ziae ths mplic&tioxm oﬂ’ 4*"?1{9
new strategio @1tuetion, but th@ preaen‘t iﬂlatiomiat temper. of the nation
| demands reﬁtem%ion of the th@m@ independence, I‘reed@m fmm foreign inﬁu@meeg;
_and ireedom from the hegemony @f any Great Powsr. Wheam the ﬁiewa of permemﬁ
| US béseeﬂma raieed in the i‘e@n;@f 1945, this iﬂeiationiaﬁ.:éantimeﬁtm@ R
ploited by tho Eeaimdi.é Communists with tho remlt eh&g @z‘:aéx:eeé@n‘t for
pemamm; m bese rights becm impos e&bl@ of &tt&immmt at the 'M.meo f%e
Alrport &gmemnt of Detober 7, 1946 with Iaelmd givea us the bmt @@Eutien |
curremtly @btainebleg mmelyg the uge for a minﬁmum peri@d of Gg yeem ef
Kef‘lea.vﬂc &,uport by eiremft opemte@ by or on beh&lf of the US G@vemmm:

ixx- oemeo‘ftion with itm obligatiome %o maintain ~oontml agenciiee. in Gemmy._

Under the Agreemsut the %evemi@ rights" and ®ultimate suthority® of

- . - > . e

0P SECRE?
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foelend te do;zi‘hrbl and aperat@ the &i@@x’t are -r@cogniasd thcugh actual -
opemtion and the necesmry demlopmmt of the fi@l& are beamg @arri@& out

by th@ U8 in view of Iocalmd“a limi‘mﬁ resources sad shortage of technical

| Q@rﬂonnelo Al‘%:hough in the event of amother worl d aonflict informed Icelanders
réﬁmlﬂ wélcom = alftho&ghv i*@luoténﬁély - the ‘z‘elmm of US troopa as the bémt
gmmnt@@ of t}m oountry /) political @aommioa emd mﬂitm‘y gsouri‘tyg iy

| . eoms@miem Lo Us stmt@gﬁ,@ mquir@mmts in tim &f pe@,ca will a@nﬁnue to

be @ source of &gitatioxa in Ic@lmdﬁe domsstio pcliﬁman. '

30 Th@ Comunmt E@o‘mmsn’co m @f the most caignifioant and dieturbmg

ﬁ.‘aowm in the Ioelzmdﬁa polﬁ.‘bieal situ&%ion is 'ch@ inorsase in atmng‘bh -
’  ond imﬂuence of the @omuniat P&rty‘ In tha elaction. o.ft‘ 1942, and ag:aim
in 19&6 the Communi@ts @e@umd 10 se&‘m in Pm’nmn‘t amd axlmoat 2@ p@re@m
@f th@ popul&,x' voi:a,, as oompm‘edl with thm@ seats and 8.6 p@m@mt of th@ R
popular vo‘b@ ixz the mst pmmr elections oﬁ’ 1937, - Thﬂ.s @’@mh ef th@
C@mmnﬂs‘t mommemt == '@ ourious ph@mmmn ina p@riod of umpmo@d@nt@d
@@onemi.o pm@perity == cgn be explained largely by (1) the broad la‘b@: .
suppert accorded Yo th@ party_d 8 vﬁ.gw:@us e&mmign fer higher wages m@_bé‘&:‘bar
worling sonditions, tmd (2) papﬂar msp@nsﬁwﬁ@m ;% the party's 'é@.mp&igm V
- ' agninst the. pregence of fumign troop@a mgsd both &wing emd M“t@r th@ WAy S
Momawro im, & @cuntry accuatommd to - g’ta{:@ trading, powerfml coop@ratimag
- gt0,. the deol@.md economic o‘bj@ctiwm of th@ Communists seem muoh 1@@53 radi- -
oal th&n in countries where emphasie is plaoad on free @n"ber@ri@ao ’Eh@ ‘
: forelgn conn@o'tiam end ixwpim%i@a of‘ Yhe Commumist Party, on ‘the other h@dg'
' A@ppammﬂy are a@t r@&dily p@rc@imd or fearsd by large g@@&m’m of, th@

p@pul@.ti@no

o e " TOP_SECRET
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Gurmn‘cly the third La.rg%t pa@"y inm I@alwﬁﬁ ‘tm G@mnistﬁ exex“t 7
e influepse in m@ cmm‘ery end in P&riimnt whi@h is mr out of propor= '
tiom ¢o th@ir mm@rica.l ﬂtm%tho : ?hﬁs ﬁap&:&p@mim@.ﬁs mﬂuemc;@ arises
from (1) ‘i;h@i.r demim‘bion of tb@ X@@lm@ia ?@d@rex‘tﬁ.@n aﬁ’ deacﬂniom 5. and.
’ @@p@eially of the pm@erfml R@ykj&wik mkilhﬁ leborers” union, end (2)
.their success in ezzplcitmg diﬁmi@m between @nd within the thme non="
-Come.mm‘t pomtical pmma e th@ G@nﬁ@rmﬁim@ ». ngmaaivss » wﬁ Soc‘l&&
-'D@ma@m:bao fh@&@ lewm of Gommniﬂt influence op@md t%m my for the p@.z*ty“
pami@ipaﬁma in th@ ‘Eh@m gommmm 4n 1%% i‘mm whmh pom‘ﬁ'i@n @h@y a@ught'
.unsu@omsafully to pm%nt the @ac@p‘t&ﬁ@@ @f the Icelend &irp@ﬂ: é@'@%ﬁ%o
As é result uf th@ir d@f@a‘c on tlﬁs 1@8\&35 the Gommiam withdrew fz'mﬁ %h@&z‘ :
" .cealﬁiam mth th@ Canmermtima and S@@i&l Dﬁmcratm thereby pmaiyimtmg
th@ e@mmmnt“@ fmllo _ Guwmn% cammmt tactﬁ.c@ are dimetwd te k@@pmg
alive 'the I@@lmd Airp@rt iaﬂua wﬁ%h LS view to proventing tm ropswal @ﬁ‘

: th@ pms@nt @.gmemnt and te @Kpl@iﬁmg pmsa&t @s@mmic i&;@ueg in m"d@? o
‘; 'pmvok@ the collepse of ‘th@ pr@@am% mn-ac@mﬁ.@t Cabinat axd ‘t;hua pave the
ﬁy for th@ir own mtux’n to th@ G@Wmnﬁo - ! _

Th@ra ie lﬁ.t%l@ li}z;@lihocd tl'mﬁ th@ Gomﬁats mn ramx"%} to rewlua :
E tiomx'y tmotic@ to aehi@m power in I@@lwdn &though the ceum:ry mirt&ina
- Bo military mt&blishmnt which eculﬁ ‘be u&s@d aga:m@t an attemptsd @@mmmist

' -coupa the' tradi ion and tmpermmnt of th@ p@mple &m @ppcmd ta ﬁ@l@n‘k
&c"‘cioa » wd tha Gmuniats wouldd fimk it ﬁ.i.i’fi@ult to pm@@@d thmuwh non= -

'fpwlimmtw m@@nso ‘ Bm'ring dm.stis @ﬂd longammg@ d@tariom‘ti@m @f the
- @@on@mﬁ.@ @yst@m with dﬁ.mptim politie&i @fi‘eotsp the d@mcmtm &md e '

B publi&m ln@tiwmons of Jegland are. se@m‘@n L o
. gop scRER . .
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Bo The stefmason Gammm

ﬂw pmmnt non&omnia‘t @ev@mmm; @f Iceland,, compowd of Social
D@momta ?mgre@sives an& Conservatives, mpr@aents th@ mmt d@simble :
c@mbimtion of Ioelmdie politio&l fom@@ i‘mm the point of vim of US

inﬁ:@mstso F@med in F@bru&ry 1%7 M@r the Mmd,@mhip of 8005.@.. Demoorabio

, lmd@r atef&m Joham s%fwmon,, th@ @m’@g’mmﬂb is um.‘c@d only in 1‘&@ gamral

@pp@@i‘tﬁon ‘t;o th@ Gomunmts and in itm W@@Wd ori@n‘t&'tiono Ewnomﬂi.canya

i% mﬂ@cta rather ﬁ'ﬁ.dely oppos@d m‘t@r@s‘m" the Progmmiwm mpramn‘%

)‘tm fm‘mrs e.nd t&m meapeyatiw primipkeo tm C@mermﬂﬁeag as buaz.mumng‘

faver frée @n%rprias, and th@ SWM D@m@gmtae mpm:santmg th.e mn@riw
mng of th@ ‘Toalandie labor mv&m@m‘t adv@@at@, in th@ Samdimﬁm& tradi-  -

twng e dilut@d Harxim% meei&lﬂmo Eaea\we @i‘ the mc@rtam an@gismc@ @f .

| th@ ngmgaiveeo s‘haxming in part fmm internal éismmi@n in that pm"tyg,.

the positicn‘ of the St@fm@n g@v@rmmﬁ; is somewhat um.@tablag

The aontinusd @xi@@m&@ of the pr@mmt asalﬁ;ion dsp@nda primrily,
howevarg on its ability to solve the present pmbl@m of infletion end the
threat@md c@ntrac‘tion ef foz'eigm-mrk@ts‘ and on its sucoess in. preventing

the FEoUPrence of viol@nt agimticm agaimt the pz‘amnc@ of US permmal at

.E’.eﬂavm Airpox'to Th@ 'task oﬁ‘ the G@v@rman% is elpeoially diﬂ“imal‘%: 'b@m

causs the aoluti.on of the coonomie pmbl@m mm't imﬂt@bly be aou.gh% :i,n thzaf

mduetion ef' currently inﬂateé wages and imom&, thus- Iawsring the Mv’mg

atm«iw‘d@a The Gmmrmnt has almady &dopt@d masures f@r the rsstriution '

| of other than basio mp@rts wd h@.&&gr@atly 1ncr@as@d *fch@ taxw on tham in

erder to proteot its diminishing foreign @xohmiga r@ser'ms and %o reduce gons

sumer bpwe}maiﬁg_ powero |

- TOP SECRET
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It 48 oxpected that falrly extenalve salos of the 1947 fish oatl@h'mx

fish pm@ucﬁa to the USSR on tm be: ﬁi@ of dsllez' pmymfmta 2o Kcelmﬂ Will :

easo the probl@m of markets md d@uars eomewhat during 19&"76 ﬁowemr-;,,_ th@ v

G@mx’mmt”@ prospeots of ch@ek&mg the imﬂation&ry tmn@ QY be‘ Jeoperdized

by C@miaﬁamgﬁmd strikes for furthor mge' inorensss bgsed on th@’ conten=

tion that taxation of imports has inoreased the cost of living to the worker.

While there is & possibility that the Govermment may suocessfully withstand

these Gonmvm_mi t-inspired reactions ¢t & pmgfm‘ whieh gt im the cirmsﬁmm@‘

be deflationary, a su&&em decline in Icelendio living tandwﬂ’ would undoubtedly

ocause the pmwnt G@wrmemtw e@ll@.pm and the return of the Comniste ‘t@
tho G&hin&a‘ba o

Co geoti@‘e@ &nd M@tmds of Other Gm&t Pmmrts

e USSR.. For g@ogmpmgal reasons the USSR"@ pﬁmxy stra‘!:egi@ obj@c’i'ive

in Icelend iz to prevent 'ths use of ?.he islend z‘er %h@ defense oi’ th@ Wostern

powers by fostering enti-Western m@xjxtimﬁt emong the Icolanders, and, com~

wr@lyé builﬁi.ng ‘Inp Boviet inﬂ.&me@ through iuéreaaaé trade end ,@ulmral ‘

relationdo. >~ S o ﬁl - \ ‘ |
| Umbd _ﬁ%&a Soviet treds with Ioeland was insignificent. “Bowsvar,

as @ result of a Slévie‘telc@imdia trade egresment conamfdad in My'of thmt

y@&ro ons m@mth before tha firlt poatwar national elaotionsg Sovist pwf'cmg@a

" @f’ Xc@lmdic fish ﬂur‘mg 19&6 amounted to 25 percent of the total oetch w&
' expmﬁ:s of all k.ind@ to the USSR egu@led 19.8- pexr'cant of Icelm&“e total ex= o
: portso_ More@vax'p emm@ Savﬁ,@t doliveries @f’ eoal &md wood f@ll far shogt . 1

of the maoun‘%e pladg@d & 'tmlanae of more th@,n a7 million was tranaf’ermd o

%o the Icelandioc awoc»mt in dollars, in kaeping wit_h the tex'ms of the agres~.
memt, ScvisteIcelandic trade during 41594’7 mylai.fford Iosland an even greetsr

TOP SECRET
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‘dollar talence then in 1946; it appears that this result will depemi hew- !
| aver, on maland% ability to nake agmad d@liv@ries of h@rring oi}l t@
th@ US“RQ

The chief in@tmsnt of Soviet propagmda in Ic@land m,, &a el smh@ma '
the Communist Ear‘ty; al’though th@' Soviet L@g&.‘tien in Reykjavik mint@im
a Jl&?g@ gtaff, 1% has no inf@matfwn or cul‘buml affairs @fﬁ‘ﬁc@ag_ ‘i’h@
Zoolandic Commmist P&rty @@ught to @batruct British oeeupmmn of “the imam
 ip 1940 and has sinc@ dﬂx‘@ot@ﬁ its mpai@m ag&inst the acqui@itﬁ@n of bages
. by the UBe @urmnfc Communist t&etﬁw are aimeé @t hindering HB activitiss
in e@msoti@n with the ommtion @i’ the K@ﬂm’ik airp@g't mﬁamimﬁmg Ica@
lrméiie cunf’m@mm in 15 pl@ég@a,, emd pmmoting eloa@r‘ US&J@@&WA@%@ brade
relmtions with & viaw to r@d\ming == for politic&l rossong — Iocleond's
»@oonomie depend@m@ oR th@ W@aﬁ:o

- 8o @rea‘c m"itaino Erﬂ.tis&z int@m@ts i.n lem& Bre mmiim‘ <o %h@m af

the Uﬁa “Fhe. m@s@n‘k Bz-ﬁ.tﬂ.sh G@verm@n% wishes tm mintmca of’ 2 fr@@a .~
@sm@cmtﬁ.@ Iceltmd orﬁ.ented t@md the Hastern Q@W@Z’@u Th@ ﬁtmmgi@ ixao -
- poritancs of iceland to British d@f@mm e 11’@10&1‘:@@ in 1%0 when E?iﬁi&h

| . feme@ @ocupﬁ.ed th@ i,slmnd fallwing ‘kh@ German inmaion @f mf Sim«ta

'L%3 hwev@ra the Bx'itish have m@@@izad tha‘h the pmmmtion of %me-
tegio d@i‘enaeﬁ in Ic@lm@ is a concern priamny of the U8, _ ..
Pmsent el@aa British mlatioma m.th Iceland are ba@@d‘ largely on 'tm.d@a{_.
Gremt Ex-itain baing Icaland" chisf BOUrce of ‘supply and m.z'ket for fﬁ,ah |
p’mﬂueﬁe’no‘" In 19&6 -Ical&‘nﬁ sent 56 perocent of mae:xp@rt-a ] the United _
King@cm md aecus'@d thara 87 peroent of its i&pcx%so Sﬁrcmg mzltuml m«: :
lestiona with Icalamd are mimain@d thz*mgh B&G broadoasts m@ thrcugh th@

visits of British laotumrs t@ tha Univaruity of R@ykjawik and % ether
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Teslendic schocle. A British-Icelandio gocloty is sleo very sotive im
Roykjaviks - ; . » '
| %7, ANALYSIS (F THE ASSTSTANCE ALREADY GIVEY

From the outeat of World Wer 1T, the US Govermmsnt ré@@@imd the vitel |
iﬁp@g‘m@@ of Ical&md to the atmt@gie defensoe b@'i;h of ths UK end of 'Z:h@ -
- W@M@m Hmi@ph@wo Gansaq,u@nt o 1% m& p@liﬁ;i@any anﬁ @wzmmia&é.ly d o= )
glrable i‘o preserve ‘tﬁm mlé.mi“é @GOBQW from .th@,ca@llapm‘ thra@fb@mﬁ by
e ©. the @u‘t‘ting off of its éhief’ mmm' m@ yﬁbufs@a-@fﬁupplyvin Eux@pee ‘m"
A - -@p@k‘%iﬂp@rﬁmn}: Isan '@f Sl‘minﬂ.on ﬁm’ ‘@‘z@x‘éf@m grented to 1@@1@.@3 in
Morch 19%0 for the pumhme ef agrimimm,l and ixzdmtmai mxppli@as in th@
USQ Only $690,000 ef ‘thm sw@i’c Lot mtu&lly uamﬁ by iwlm@ and %m loan
ms r@tim@ in June 1943s ?o glve ﬁur'th@r &aamma@ %o Ec@lmﬁ“a a@@mfmy
as. woll as to provid@ Gma‘h %ﬁt&m with vitmlly important f.wh prs«fﬁu@*ﬁ:ﬁ o -
@uppax*t i‘ta m‘hﬁm @commyg ﬁ;h@ 8 ¢ook ever im Geatsbe%x' 3,9@1 the pur@m,&a@
ef 1@@1&@.@;&@ fiah @xp@x‘ts ‘b@ ‘Eh@ UK, p@yﬁ.ﬂg for, them m dollers whi@h were
'smrg@d Lo Bg-iﬁ.sh memm‘. a8 dsfonse &id nmaef the wndmme &@to Thj.@
armmgem@n‘t was gradually %@rmimw& @.f‘tm? 1943 since ﬁ:’hﬁ.eh time ‘@h% m
_ haa eztand&& 7o aais'mme in any form %o Ic@l@m@: and none ie peﬁeﬁinga
Un‘til April Jz.%? “however, when ‘ihh@ US garri s@m were '@’ithdmﬁm f‘?em tm | .b ‘o
iﬁlagxd Toeland aarmd @z‘mnsi'm d@llar b&lm@@& thmugh militm*y @Rgssmdic
tur@m . Zoalm'zd has algo baxwfit@d tbrmngh the ptm‘@ham et fm‘ %Sﬁé?&aiﬁsﬁ?
im cash == of surplms pmpex‘tiesg including mhiel@l md a.x'my bars acm i
. @rigimlly pmdumd at & sest ef 3139818 466. -
The d@llm‘a md@ av&il@bl@ <o Iml&ﬁd by ﬁw Exp@?’tmmg@vt Emm 1@9@
and the Brit&sh I@miwle@.@@ armng@m@ﬂt @n&bl@d Iceland t@ m@@m? mpidiy

from the dmrupti@n of its @xpm'ﬁ mmﬂ i@mﬁt trade in the early y&s@m @P e

T@P 52&&@1‘
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. AR Brs
|

@war. The British letxdaléaw arrangement siso ountfibuted;,l@.long with earn~ .
1§ga_ from US militery expéndituma in the obxmtry and the expension of |

- Icolend'y exmﬁs to fha Us, to Icsland’s aooumxla.ﬁén of doller aeae‘ha‘,,
which totaled $44 million &t the ond of 1944, ZIcelend has used & portion
of its asowmletion of dollars and storling to finenos its relatively ox=
texwfms program for the mdermmtion of fishing and agriculmral aquipmant
pimt ezpansion, and. mmioip&l improvsmnt&. The eountry“a Kigh mretma
reselpie of foz‘ei.@ «axohmgo paturally led to expansion of Icalmd“a d@mestio
bamkaote olirsuletion -- to. U ab\mdanea of ready nonsy. rhe lntemified
@mspatitian for and soarcity of labor, smd the rise m e!em.nd for oonamer
‘7;seda, are dirsctly traceable to the 1mraase in individual holdings of
 kronur azd in turn constitute bmic Pactora in the development of Ioelmd"

present ianatzon problem. -

IT1. US OBJECTIVES

4: Qenersl

- The US desires %o see Ilosland minf.ain e ateble governmant, Wesiward- |
@ri@nﬁ@d soopsretive in internationsl mettsrs, end exiating with the
suppor"a end oonsemt of the peopleo The democmtﬁ.c tradition ia old and
gtreng in Icel&nd the preaent noneComiat Goverument leoka to th@ Rect
amd desires continued friendly relm:i:ions with both the US and the UKQ It
p&rfioul&rly desires enlarged exporta Yo tm Us, whioh hag rmin@d en im-
portant source of supply of industrial and agrioultuml goods. The stabilitv
of the pz‘eaen‘b rather sheky coalitionm oabinet muld be threa tened by &
gerious e@onmo orioma but them is l!,ittle da.ngez' at pressaot that an ex-
tromist political - greup would attampt te seise powm'o The Gmmmiats ara |

not atx*ong snough to attempt a soup, nor would the tempar of the people per-
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mit it; but this party might bo able to mimm to the govermesnt in a

coalition with one or two of the other partioa and thersin receive son-=

amaioae to its point of view with oveniual demage to owr gencral objsc- |

tiveso ' ’ _ R

Bo 3paciﬁ.c .
Under the terms of the Icehnd Alrport Agrecmant of October 7,, 19465

the loolandic Government may cencel the landing rights granted to the US

' Because of the_strategic importance of Iceland as a
after a period ofLEm and ona haﬁ'i‘ﬁmg Errersns—the—fotni pfieof

potential naval and air base the US considers Iceland to be v1ta1 to its _security./s
'.’-qv-in-um 3 W A e {7 0 oS 8 e 81 A s Tt 4.1 Kﬁm@quantlyo ,

the speoifie objactivc of the US is te readsr permanent the pressat tem=

porary arrengsment, or en oxp&nded one, but to' demy the ssme to my unfx'iondly
-pewer. It .ig thorefore desired %o insure pr@scmtion of America’s long=
range stmtegig intereste.

IV, CUNSIDENATION OF ALTERNATIVE MEARS OF REACEING OBJECTIVES

4. Booncmio ) '

The csesation of dollar sarninge from the exponditure of US militaiy
gza.rxﬁ sone in Icoland, together with the ez:baxiaivs Icslandic expenditures
for ca,pitcl equipncix'ﬁ and consumera?’ goocds from the Us and UK, havs ncarly
oxhauated Icaland"a fomign exchn.nga reserves. The immsdiate concern of the
Us, tbcrcforc » 48 to prevent foclandts alroady woaksnad foraign exchaxxge
snd axport xma.rkating pomition from d@teriorating toea point where it might
impose a auddon, rether than gradual , mduotion in the population’s standerd
of iiwing and, consewentlya cngend@r % seriouz economic orisis whicﬁ wc'rdId
thr@aten politioal atabilityo There ars seveml a.ltarmativaa for meking
a@ditioml dollars amilable to Icel&nd: - '
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(1) An arrangement by which OMGUS would purchase Iceiandle fish for

oonuum?t.ion in the US oocupétiom gone in.Jermany, with immediate psyment,

in whole or in part; in dallareo In edditionm te furnishing Iceland with
dellar cxche.nga,, en agresment along these lines would anable Iceland to
markot oertain types of fish, tho outlet for which has contracted oone
siderably eince the war. Obstecles to such an errengement, however, are

(1) ths high price of fish gawra.ny end of wet selt fish in gsrticular,

for which the Governmment in December 1946 gusranteed & minimum pries of 17
conts por pounéd in the sxp'eotaticn- of large sa].os te tho USSR which did not
materializ@, {(2) ths low caloric oantemt of fish; and (3) the reluct;emcc of
OMGUS to inoresss its oocupa.tion coste threugh agreementg of this typm Tho ,
Icalmdie Government hes reaently deoclared itae].f willing to eell wet asalted
fish a’c_ 12,6 cents per pounda. and to besr as & subaidy tho differanca between

that price and the 17 clent'minimﬁ it must pay to produoei';ea

{2) Purohase of Icelsndic figh under US relisf prngmﬂioﬂweca,”aleng
with Italy, was an i_mpo_r’“tnixt prewer market for inexpensive Idol&nd:!.o dry
salt figh. Thus, puréiage of Icolandio fish undsr the US reliof program
would assiat in returning Ioelandio tn"& to its prewar pattern as well
as furnishing dollar exehmge? Sufil} an a‘rrangmnt,,)lmwever,_muld have to
" bo etudied in comestion with the over-all needs of Greece; morsover, the
objecticns that msy exist to OMGUS purchase of Ioslandic fish for Germny
muy be equally applicable to fish purcimses for Greeceo | .

{3) Encouragement of inoreased exports' to the US. Icelendic exports -

of fish and fish.'produets te the US (o_onaisting igainly of ood liwi; cil and
frozen cod fillats) amounted to §5,902,500 or 15 percent of Icelendis
“otal exports in 1946"@ »és omépe.reé with 35.99009000 or ;l.O percent in 1945. :
It is bolieved that Icelmdio salos on the U8 market, partimzhrly of
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fresen ﬁll@tsa_ qou;d ‘ﬁe cemid@mbly inofoa.néd despite pre'miiing high
piims of Icélmdié fia& m the opsration of the US tariff. Such a deo-
velopmornt is highly des;!.rable_ not only from the point of view of Iceland's
pme;ont' dollar pdsﬁtioa but also from tha lbngefagge view point of our
politioa} and economis relations with Ioeland. This dawlépmnk is béing
rotardsd at i;msonta however, oither beceus» of the lack of diligegoo on
the part of the icq;land‘io trade reprosentative in the US o because the
Icelandic roliange on state 'tmdiﬁg is a hMm'ce to éalu to UB private
Llaporters, | | | |

(4) US oredits. In the a*mnﬁ thst i!npoﬁ restrictions imposed by the-
Icelandio Govermssut snd dollar recoiptu. from favorable trade belances _
aro insuﬁ‘fioioxzti to halt the exoea‘aim drain on Icolsnd's foreign exoiwxgo
reserves, &z segms likoly, it muy be desirebls for the US to extend cmdits
to Ica].cmd for ths purchass of the aoodatuffl and merchandise required to
pravzmt a sudden drop in Ioolardio nvi.ng stmdardao .

(5) Credits from the World ank end Internationsl Monaetery Fund

Since Icelandio mads will be fdr consumers’ goods rather than produoti.ve
cap:ltal sguip:mnt it dcee not appsar tlmt Ioeland uould be eligible t‘cr
& World Bank Loan. Iceland wruld be sli.giblo for assiatmoo from the
International Monstery Fund; rsinee the Icelandioc contribution to ths Fund
ia mmlla hmmro this amiatanco would be extremely 1imited,

(6) Preo oonmr‘be.biliﬁy of ourmnoy_gf Seuthsrn Europea Fra§ conver;k-h.

ability of Scuthern Bv;\ropec\a cqrrenéiu would emabls Icelqn& to obtain
nzedod dollars from trade with that region instead of the unugable soft
currencios now abtamnbl@, ALl exports could then be used to pay for importa
nnd ﬁma help to cushion the imvitable doclina in Iocelandio mploymeat
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v

end the 5tan(iard of livinga
B, Politieal - , -

Consistent with our smzounced prinsiples for internationsl, oondust aal
eur rele Iin the UN, we am/only'aéhim our gonsrul emd speoifio objectives
through eaonoﬁio assistancs, ffﬁandiy centiment, end igantia p@mué.aicpo ; &
stable eac’cziorwa min‘tainimg -if ot gradually expumding the étand&rd of

living,, popular contact with Amoricsns, Americm institutiona gideas, and

 oultursl development, and & genuine interest in Iceland and Icelandie pro‘blem

 will tend t@ create a etats of popular moeptivity to Americen desires,

The United 8tates proaently has no 1nformtion or oultur&l program
in Iooian&,, the wartime USIS progrem having been discontinued, It mj
: should be pursued to

wooted that a modsst but minimum progqamn’tgude one full=time oulturel
attechs, mo;natmution and onlérgemeat of the old USIS library, improved
’mws service to the Jcelandic newspapers, ond visita fb;r" Amorican lecturers
who are recegnized authorities in t}wix; vfisld&; -The sams opportunity could
. pmrnably be extended to compstent Icelandic scholare to lecture in Ameriosn
mim_rsi.tms; It is particularly importent to cultivate ths good vfd‘ll and

understanding of ths Icelandio University group because of the persuasive role

' thet ite members pley in ths thinking of thsir countrymsn.. The University

is e fooal point of intense metionalism, of Communist sentiment among sers
tein intellsotusls 0 axd t\hua frequently a center of mti;msriom sentiment.
The inforﬁw.tion' program ‘mviaéged would have ‘the following objsctivaas |
(1) i'o explain ths aims and methods of ths US in its program to spaed
recenstmation end to sssure the return of politica]. stability in Eux’opo;
beozuse the Icelandioc charecter includes a strong dose of oynioiem as well

ac inte.:® natioralism, the people are generally responsive only f«a en
" TOP SECREY
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intelligent pr@sbn%atidn of faocus.

(2) To counmmct both Icelendie

cmpaiat and Soviet propagﬂnd&
thmugh the diaaemin@.tien of factu&l kmowledge about tha Tnited St&taso im‘
view of Amerioan lmmga‘term atmtegi@ mt@raat m Icelmd and the eontmu@d
vse of K@ﬁavik Airpm-t it is marticulerly importmt to atress raspeat fcr'
. Teslandle independence md M@domo - .
{3) 2¢ emphasise Amerioa’s nontiﬁmd interest in end smppert of intera '
vmtional aoop@m%iang including respoct for the righta of amall natims. |
(«a) To improve the fl@a' of da.ily informtmn about the United Sta‘tea
1m:9 Ioslandie commmial news channels, pmmte the exchange of mmtm,
pr@f@waioml and semntifi@ mon snd information ), mﬂ provid@ t&xmugh a
oenwnisntly lm‘.a‘tad li’brary direat@d by an mricMabom Icalmdicmﬁp@aking

librarien, a c@at@r for bzsic ref@rema mrka nmp@p@rsg and wwm

pariodi cals, -

C. Interseticnal Orperdsetions | |

 Under preiséz;t world 'eoxidwiom, eﬁm United Hations should not be ro- |
g@m@é 2s a fully @mmm eang for ths achievement of Unit@;d‘ s‘i;ateéiz‘ |
 apocific objootives in Ioeland. Even if the .ématig& and authority of UH
in wcarld affairs beemm Lirmly emtabliaiwd it i beliovsd that the Iocoland
Gevernsont would be @xtmm@ly relustant to make: pwcsnmm baae@ amilmblo
to the UN for S@curity cotmail g&x’riacning with troop& compos@d of’ Amerim '
‘ cmtingemmo Therefors this rmﬁm an impmba.bla altem’cive to pammnt
- bases om the imlamia |

United ‘Stat@a:" inf_li.xezina in Iceland mey also be préw{:ed? through oo~

operation with the Ioslandie dologation in United Metions. Americsn dele-
gates to UN can maim§ the Joelsndio vd‘elagatian. to sacure committes appoint-

ments, encourage it te ;gi’ve'_full expression to Icsland’s views as o i'epree -
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sentative of the small nations, e,nd soquaeint it 'through personal contact
with the reasons for the Americen point of view on various international
| questions,

Iceland is & mewber 'of the United Nations end of all the specialized
agencies , exoept UHESGO a.nd WHO, Because of the impox’tanoe e.f’ meintaining
culﬂ‘mml ties with the reet of the world, Ioela,zadw membhership in UHESCO
migbb bs engpurage@r o ' ‘ |

v

The echievement of United States® general objeotives as regards

Iceland remains o.lo_aely conuected to the degree of preeperity on the

Burepean Conbinent, the logicel cutlet for Ioelandio figh. Iocelend will
benafit eeoneinically and thereby peliticaily.thmugh whate%r errangemente
ITC and other internationzl crganuationa ’ ‘such as FAO, ere a‘ble to meke
to hew ten’ the mtum of pmsperity end imreaeed intema’tmm?. trade %@
EuroP@o | — |

' The deteiled weys in whi.eh the eoonomi'o machmery of tha ﬁuita&
im'blon% as v:sll as that of the speoi.alimd agenoiea o mlght ba utillseﬁ ”
in oomeemen mth o posei‘bla pmgmm of asid to Icelmd have been set i‘erth
in Addondun 'of ‘Juns 10 o GRNGG 366, .

Vo MAGNITUDE &m) TIMING OF THE mms 'REQUIRED WLTHIN
T JEK FHESE OBJECTIVED ~

TTHE 0T THEE. 70T YEARS TO_REAGH

,_ .lc@le;adgwi}_.l probably nesd help tq,_egw_hi,on the shook of_'bhs for’v‘-;heoming
redusction in its etandard | of living, whi qh ‘urrently iz conai&smwy,.aqu
prewar lovels,  This high standard of 1iving is reflected in the fact that
texeble. income ,'.expresged in USourrenoys smounted to §17.5 milliion_ 1838,
and gtoed at. the vquivglent,gf %llll_mjilli;cn. et.Ghe ond of 1946, In tsrmm of 1938
deljlari-‘mlm; the 1945 taxable income was enpmmmately $3? million, or
more than twice Ghat of 1936, |

" wop sz:cmr
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The foreign exchange revenusa received from the American and British

garrisons in Josland during the war, which helped to support the high

standerd of living, are no longsr available., In fact, Icsland’s foreign

gxchange reserves accumulated during the war are rapidly approaching deple-

tion. "Dollg.m- regerves which enouated to $22 million in January 1946 hed

doolined to §13 million by January 1947; in the sawe period sterling re-

ssrves fell to 14,200,000 (approximately $17 milliom)o -

The decline in the price of certain fish types and products now setting
in is twning the terms of trade against Iimlandg so that for the s=ms t;[uxm.f=
tity of exports it.ahould expeot to i‘eo@iw a 10W52‘ Quantity of imports ocom-
pered to the immsdiate past. Aithough 1846 exports were the highest on
rocerd (8%2,8{10,,@00)9 duo largely to profitable asales of ;'x’ozén'ﬁah and-
herring oil to the USSR, 'Ieélmd had an unfavorable trade balance of
$23,360,000, A large part of this unfavorsable balance was incurred by the
purchage of capital equipment for the'mojdex;hiza’biozl of fishing and egrioul-
tural éppara.tus; further deliveries on the capital squipment 'pregmm during
1847 nay be expe_ctoé to preduce é.mthsr unfavorable trade balsnce for this
vear, It is doubtful, however, whether new invsetment alons can increase
productivity and lower produotion costs sufficiently to prevent a drestio
dooline in Iceland®s 1i7r1né staﬁdardc in the direction of prém.levél%

The Icelandic Government could congeivably introduce by successive

atages finanolal reforms of its own designed to reduce both domestic

coats and e#pcrt g;rioéeg and thus improve ths mtion":s export markéting |
position. Strict snforcement of incoms and excess profits tax lews (eri-
foresoment is now véry lex) would vield an inorease in Treasury revenus.

Dewlu&tion of Ioelendls ourrency, with prior education of the public to

ths necessity for this action, would also hslp to bring export prices for
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Ioslamdic fish into line with world markets, With lcwar lebor c?sts it -

would become economic for Joeland to resume \l&.rgaéseala prepa%.mti.oﬁ of

drisd salted figh and thus to re-snter vmarkets' in Spain, Portugal, Brazil
and Cubeo .

A, ﬁal@.ﬁe@d program lof 'eoo_nomic r@fcrm‘ in%lving measuras of the type‘ :
ds&éﬁ béd in the ‘preceding paragraph wéuld probably heve to extend over &
period ofy@n‘sc The US could assiet Icel&n& in ’che ordarly achievemant _

of such reforns aither through. maki.ng US finenocial experta a‘milabla 'iso the

' Government of Icelandg or mrough support of an advisory migsion under the

auspicee of the International Monetery Fund,

In any event, ,shorftutém oregits from ths US mey be necessary. -

%o pr@wnﬁ a asudden collapse of thé- living stasﬁdard &nd canaa@uanf
political unrest man-ﬁgae-aa@ereay affect ﬁs“objeé-&ivé?s in Iceland,
1% may be neoe@lary i‘or th@ Us 'i:s @xten& ald to Iceland over che noxt )

_ Lover. a period of two or three years/.
or three y@amc It is likaly that §20 m B'z%m the form of‘ oredits (or

in the form of suppox'ting high price@ for the Icelandio fish catch) would
be &d@qmte to compexma te for amaﬁ; income lo&seg md to eushion the shock

of & su(mep.ly hcwemd mandard of livinge ac@lendio d@llm‘ asaats my be

“used 'up by the begiﬁi@iﬂg bf’lgaao To ve @i‘f@cmv& political ly,, ‘the assiao.

o~

tfncz@ ahould be @xtesnd@d ‘before th@ eompl@t@ ex&muatioa of the dallg.r S
balmc@ outs off Icelmdio pux’ohaa@g f‘vom the 'US of f‘oods'&uﬁ’s &n & in dusm

trial @ods necass&ry to pmv@xﬁ; widespread eocnonmic distress.

. Vi, PROBABLE AV@ILABILITY OF ECONOMIC MIC AID FIOM EXISTING
- SSENT POLICIES .. .

Tho Ioelandic. @Qvémgn_ent ‘hag z_zqitbqrﬁ - requeat@d nor in&icate@_ a de~

gire for finencial essistomce from emy source. i‘ﬁi““igE possible that finan-

' POP SECREY

Declassified and Approved For Release 2013/05/31 : CIA-RDP78QO1617A002900170700“‘2-0




Declassmed and Approved For Release 2013/05/31 : CIA-RDP78- 01617A002900170002 0
TOP SECRET S

clal sssistanos, if requested, might be accorded by the Bxport-Import
Bank, but Iceland’s priority might not be high in view of the moré orie
tiea,l mweds of ether u&tionss . ¥oreover, the preseat policy of the Exporte-
Import Bauk is- 'co grant credlt only for deveiopment purpesos. Thers is
little proapeot of’ Icelendds sasouring muoh amignmghe f%l%%gg{‘ other
Eur‘epaa.n countries. While the UK might extené oradi’cg-fex’ the pumhgnee of
induatyrial goods sucﬁ as toxtiles, the British probably could mot supply
foodstuffs, which form an importert part of Ido}.en&“s imports. Xoelend is
oligible o receive $260,000 annuslly from the Internationsl Monetary Fund;
these sura, however, would te inadeqx@ﬁ for icale.nd“a neede,

VII. ADDITIOVAL MEASURES REQUIRED FROM THE UNITED STATES

There are no msasurss other than those oitsd in IV and V that would
congtitute a practical contribubion to tho atteinment of US objsctives
LY é’egerda Josland., - |

| VIII, MATURE o:o‘ mmwmmmswmﬁ TEE xcnmmc GOVERNMENT 'r-q

Economlc assistance accorded to Tesland by the US would require no
supervision. There ig little likelihood that credits would bs atitized
©o purohase any but the most recessary requiremexts or thst such aid would
be used to maintain sn undemocratic group in powor. lioreover, eay attempt
to pecure guersnteas other then {:hoaéewhieh ordiﬁﬁi’ily ere inoluded in |

' cméit e.groemonts ‘would be regar'dad by ioélandets ag an infringement of
tholr 5nﬁependence and oonsequently might have \mfavorable political ro-

perc»usaione °

v EF""F'CTS UPOH ICELG.L\ID AND UPOE us FOHFIGW PCLICY OF I)'S
MWWM“MM
_REFUSAL I‘G GRAET AID OR FAJLURE OF PROGM UNOERTAKBN

in the event that the US ahould refuse assistance mqusstad by the
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Icelendic Governmentp or that the latter’s Ameaaures for foréstﬁlling ‘o
su@d@n deterio mtion in the oountry“a aoonomio situation should fail,

Iceland would experience a period of temporary economic dinlocatxon and.

.dimtmm, the durmtlon of which would dspend generally on the rapidity with ‘ |

{ . 1',.‘

which tho Europsan econmny recéveraa Since Joeland depends to & oonsideru.ble

extent on imports f?r its food requirsmen‘ta s :lt m possi’b}ta that in v:‘lew bf’

/ R e

might fall somewhat below their prewar levelso DR R TR ;} !".; ;

The political effects of such & sudden deterioration in Iceland’e

economio position would be extromely' harmful to US. objectives. The sympathy

end good will toward the US of & lgx;go section of the population might well

‘be forfsited. The chief bemefloiary would be the Ioslendic Commmist Party,

~ which would gein added strength in the oountry as a whole and would exert

& considerably grester influence in the Govermment, to which it would un-

~ doubtedly return. In view of such dewslopmants, the prospeote of secur-

ing a renewal of the present Joeland Airport Agreemsnt would c‘@rt&inly be .
dimmado ‘

X. POSSIBLE mmcm SITUATIONS WHICH SHUULD BE mma ]
AND RECGMMENDED COURSE OF AGTION FOR THE UNITED STAT

The only for'eseeable emergency utua.tion whioh rnight arise ez regards
lceland is a premature deterioration of its eoomnw prsoipitntad either (1)

by the failure or noncimplemexrtation of trade paots negotiated with the

USSR end the UK, or (2) by strikes in the herring fisheries, which provide

th@ baokbono of the Ioelandio expor‘b trade. In guch &n eventuality,, the

‘ ﬁs should nariously consider extending immediato asaist&nos to Ioelemd.o

In the ovent the economio distress were precipitated by M;rilcem,J~ extreme
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cars should be taken that the Finsnoial '@ssi@mn@@ sccorded by the US
‘no% give the imprsesion of &n‘téx‘fammq in the intermsl affel ro of the

SouURLx Yo
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. X1, SUMMARY

I. ANALYSIS OF THE SITUATION

A. Basic Foroes

Y

io@land emerged from the war impreoedant@dly prosperoug and a focal
point of international interest in air atrategyo The war and .its ai‘tei;w-
zé@.tﬁ created three bagic strosaes: (1) -an infia’cad economy requiring ade |
justment to altered péstwar conditions, (2) the issue of foreign bases, and |
{(3) the obatruétionizm of a strong ccmnmiat movement., JIcelandioc alle-
gi@.no@ to democrasy continues strong end, although 'bhe people are iaol&tion=
| ist, the political orient&tion remaing gensmlly pro=Weatern.

1. Eeonomio Situstion. Ioeland 1lives by the export of ﬁ.gh while im-

perting feod, raw meterials b and menufactures. War profits from fish sales
and garrigon éxpenditureaa' brought prospsrity and built up reserves of dollars
end storling that‘m'e praesently being expended for modei'nisat'ion of the fish-
ing industry and of agrioulture. |
Iéel&ﬁd“s bagio eoonomic problem ‘ariaeé out of inflatad pxjoéuction

coste in the face of falling world prices for fish and renewed competié

tion fz-om other producamo Furﬁaermore,, the normal prewar markets in southern
Emrup@ @.ndl Germany are unable to pay for Icelandic fish @ither with hard
money or with the gpods Icelend nesds. A4As artifiocial wertime markets have

largoly disappeared, @ reduction in tho standard of living must followo

Z. Foreign Bages. ‘Hiatory has intensified the sentinments of isole~

tion aﬁd Anatiomnam in Ioeland. Thamfﬁre thé people havse reaot@d un=
fev.frorably to thelr island®s new rble‘ as a ts;.rgetlof strategio competition.
Communist exploltation of this sentiment was largely responsible for §m~
venting the US f‘x’om obtaining long-term base rights in the fall of 1945,
A short term sgreement signed October 7;, 1946 gave the US landing rights
at i;af'l;avik Airport for a minimum peridd of 6‘% years, | va1 pfotest the
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Communiots resigned from the Cabinet end precipitated the fall of the
Govarnment. 4 new govermment, from which the Communists are exolud@da_
has gince bean formda

8o ‘E’h@ Communist Movemnto Comuunist strength has remsined x'oughly

umehmged aéince 19&8 &t 20 p@rc@nt of the popular vote and 10 saats in

& Parl iem@nt of 52 mamberso Support ef wm‘km's wage demands m.nd axploi-

tation of the foreign troops 1ssue @xpl&in coumunist wartime growth., The -
| p&.rty 2 mﬂuene@ is dlaproportionato to its voting atrength becauee of its

dominant position in the labor mowemsnt and its ability to exploit othor

- parties’ differéno@so A membsr of the coalition Gommmxxt from 1944 %o

1946, the Communist Party ig now étt@mpting to win readm ssion to the
Government by both p&rlimntary means and th@ use of the strike Wweapons

Bs Th@ St@fangmom Governmnt

The pmaen‘t Gowrmnt headed by @ Sooial Democrat a.nd supporﬁ@d
by th@ Goneemtive (buam@aa intareats) and Progressivas (fermare and

’coop@mtivem)o is e desirable oombimti@n for US intemstl, Its future -

depsends prim,rily upon solution of the problems Gausod by inflation md sons .

tracting forsign Wk@tﬂo - Th@ Government is facod by the fect tmt the

_ Iocplcmdie standard of 1iving is bound to fall. A suddem economio d@ pression

or mocsasful communiateled mtrik:aa for geneml mge inoreaaes would pro== '
bablv topple th@ Gommmnto |

Co @Ibge;ctivsa and Methods or Other Great Pawara

1o USSR. Tha Soviet Union's strategio ob‘;jeot:lveé in Ioceland are:
(1) %o deny use of the islend to the Western Powera a5 & defenge bese, emd
(2) o promote closer Soviet-Ioeland trade and oultural relatﬂ.onso Prace
tically without commerciel interest in Ical&n@ before the war, Russiz ook

TO? SECREZ[;
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18,8 percent of the island’s totel exports in 1946 and desires expended
trede for 1947, The Communist Party remains Russia’s main prepagenda instru-
mont . in Ic@:lmdo: o | | R

2. Great Britaln. British interests in Icelafnd ara aimilarb to those

of ths US, Close commercial relations prevail with Great Britain, wh'ioh
recelves aprd provides slightly over ona=third of Iosléndﬂs sxports and im-
portm respectively.

IIo AN@.LYSIS OF THE ASSISTANCE ALRFADY GIVEN

Out of regard %o our own strat@gio intam_sta the US Covermment in 1940
aided th@v war<beleaguored idelwdio econony with a $1 million morthtmporﬁ _
Bank Ioen. In uciidbér 19&15‘ undér Y léndnleasa arrangement, the US under-
took %o pay In dollars f‘or Joelandio ﬁah exports to th@ UK. Other then
_the sale for cash of surplus property o.nd the @xpcndituras of the American
garrison, the US has provided no Msia‘banoe since the end of 1943,

The wartime dcouinuiution of foreign exchange m@.dé posaible the purchase
ef- capitel equipmsnt, but also oontributed to Iceland’s inflation by pro=
viding the basis for sxpanded bank note cirouldt‘ipxig

IIX. U:5. OBJECTIVES

G@n«ag'any; the US desires to see Iceland maintain a mfapls,-Westwmrd»
‘eriented govermment, cooperative in international matters, and’ existing
tar:!.t:h the support and oonmnt of the. peopls. The prssent frisndly Govern== '
men% rests upon an insecurs politicel foundation_ that can bs deatroydd by.

e sudden @eanomid orisis. '
because of Iceland!s importance as a potential naval and air base)

smaiﬁoa i}f the US desires to meke permanent end exolusive its

prcsaent or @xpanded base rights.

IV. CONSIDLRA.TIUN OF ALTERNATIVE MEARS OF REACHING OBJECTIVES

4, Bconomlo

Jceland's foreign @xcha.nga Fesourcas are nearing exhaustion. The US

PP ANOTED '
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problem, ther@foreg is to bjprevaxst eoonomioc d@t»aﬁoraticn to the poiné whera
& suddezﬁ rether thzm & gradual raduction in the ata.nd.a,rd of living would
couse @ political crisis. The following alternative mesns exist for
making dollars aveilable to Iceland: (1) Purchase by CHGUS of Icslandle
fiah for the German Ac.’w"iliazx pop’uliatilon; (2) purchese of Icelandic fish
urder US relief prpémms H (3) 'encoumgembent of increased fexpor‘hs"tq ﬁhe
UsS; (4) Us oredi:{:s ;- (5) oredits f"rém the World Bank énd Internationsl
Honatary Fund; or {6) establismment of frees convertibility of the curreme
cies of southsrn Rurope. | |
B, Politiocal | |
| Besides in@aaurea of soonomi.c assiatanoe,, ‘the US must rel;g:;zﬁﬁ. _geﬁti@
- perauasion, exhibition of official sympathy for Ioelandis problems, and
 popular cénta.ot bétwaen Icelanders and Américan;_ in order to &é&te recep-
tivity to mn@ri.can desires. | |
| Tb@ Um.tad States presantly h&@ no mfoma‘bion or cultural pr'ogmm
in Jcoland. A modest minimun pm'ogmm a8ho )Q:m‘lﬁ'dé”%e cultur&l attache, s
& library, improvad news services to the Ioslandic newspapers, and @x= J
chemg@ of Americen end Icelandic soholaras. The Icelandio university
‘group is of partioular importance to. ths Us beomxse of the local pm@tige
‘of its mmbem snd their current R freqwantly enti-imerican slant of the
radical element smong them. An information progrsm should be designed to
axplain &m;sricav and mric@.n‘ aimg while countering Soviet propdgandag.’

Co Imtam@.tion&l Organimtiom

The UN cannot be a fully alternative means for the realization. of owr
speoific objectives in Iceland. The Icelsndic Government would_ pmba’bly
object to the prosence on its tarritory of Sgourity Counoil troops of Whate
evez" rationality,. | o | | |
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- The US d@}@g&tioﬁ, to 'i:he oW can gromote US gensral aime by eoc-pera-=
men with and"eseistancel to the Icelandic deisgationoﬁ_ Iselend?s wember=
ship in URIESCO ghould elec be ez~zeeu1‘mgeda |

Any arrangsments ITO and cther intermational or ganigations can xeke
for the ret.rn of prosp@r*.t:f ond atabzl:rﬁ;;r to Eureope will beuefi’h Iaelmd
bu‘ch ecunomically and pu] umany zmd therefby promsio US geneml ebjece- 3
tives, |

v, mmn NATURE, S3D TTMING OF THE MEASRES REQUIRED WITHIN

Icelend 1s mot in & position to mai ntain its pmsent stm&ard o\" liv«:

ing, mow coneiderably abeve that ef 193& éu.thm.gh 1946 was & record axport
yw.rg Iceland“e dollmr reserves @.lcma ?;‘e"l frem gez m,ll fom to $18 mni.on '
during -the yeasro The deciine in the pri@e of figh and a'xditﬁoml gva.ymen‘w .
for new capita.l equipment in 19«’-1 win &ge,in mmf << ams.verable bt ﬂmce
of trede and continued deplm*iam of Ewlmnd”s %r:*im ca*:changa reserveso.
_lceland can therefem import i‘ewer @onaumption '*oods and, ite stardard cf
living met deciiz.neq o
Mom efi‘ectma tex collestion plua. d@precmtmn of the currenoy

would help reduce eosta and “’h@ rauy J.mpmve lcelatzl’vr:. rorlid competitive
p@eitiom L U8 fimmex:ﬂ expemw oculd &gsisi. in ewry:mg oul eaommic .
r@f@ma buﬁ. ﬂwee vmum henae o@ ‘k:e il!ld@r"h&i.@u in auecemim &% agca extenda
ing over a p@riod-of-yearaﬂ o | |

" 9o be ei‘fec*cz.mg us aid ghould prea@de an mt;oipateé meriaue eeonomia
origis °~ To cushion the shock of & luﬂdenly lm'emd etm:zdwq ei“ 1iviug a

over & period of'bwo or. three years/ .
orediv cf $20 millicn) the © %t in Ths form @f smppo?t'm“ mgh

price@ for Ioelem!ic f* ah empar‘te » i,e resemmeneedo
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Vio- P‘ROBABEL &VAILABILITY OF ECONULIC AID FRUM M’ISTING SOURCES UWDER
: PRESENT PULECR«S

}Iceshmd hes 1ittle oppcmmity to a@oure logns from other govermments
O izatarua‘ciomél egencien, bﬁt. neither has it iﬁ&ﬁ.ca‘b@d a need for au@h add, ;

'WIL, ADDITIONAL MEASURES IU:XQUIRED'FROM THE UNITED STATES

Rons @th@r than those previously eitedo

I"&&SMMF "OUR OBJRCTLVES LN TAKING SUCH MEAS URES

VIIL BATURE OF ARRANGEMENTS WITH I'EEJICELANDIC GOVEI@M-M TO SECURE ACCOMm

Supﬁz""iaian of‘ mny economi.c masiat&nces granted to Iceland is belzemﬁ

to bp Lmn&u@abary to ingure mund use of the fundg s emd politz.oally in&dvisabl@e :

%, 'EFFECTS UPON ICELAMD AND ON V.S, FOREIGN PULICY OF U.So REFUSAL
" %3 GRANT A1D OX FAILURE OF PROGRAN URDERTAKEN

A period of t@mpomry sconomio dml@ca‘bi.on and dlstresa will reault
if th@ Ia@lmd&io Govarnmant“@ pl&ms for preventing sudden economj.c deterioma

tion fai 13 or if in such oase the US lhould refmlo to grant a@sistan@@o

A Tkx@ resulis would be eza’cramsly hm'mful to U8 gemeral and spacii‘ic ob,]ecw

Wy

tives @..,Ld bemai‘ici&l only to *‘ch@ Ccmmniat Partyo

[ T,

%o wssmw; EWERGENCY SITUATIONS WHICH SHOULD BE Amxcxmmn AND RE-

. There sre only two foressssble emsrgencies:. '(1) failure of the
i . : ) . .
pending trade pscts with the USSR or the UK; (2) & strike in the vital
and extrimely valusble herring fisheries. Shbuld either develop the

U3 should s@x’iugsly' con's:!.d@r granting imm‘di&ta.amié‘cwoé;,
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